Abstract: This study uses country-level panel data on consumption in Ireland and seven other OECD countries to examine the evolution of Irish consumption patterns as Ireland underwent rapid macroeconomic growth. Consumption levels obviously increased due to substantially higher incomes, but it is less clear how the shares of different types of goods purchased have changed or whether Ireland's consumption mix has converged with that of other high-income countries. Rankings based on a simple distance measure of consumption similarity suggest that Ireland moved from a "low-income" pattern similar to Portugal or Greece to a "high-income" pattern like that of Canada between 1995 and 2003. Using static and dynamic Almost Ideal Demand System models, we first estimate long-and short-run Irish price and income elasticities for nine categories of commodities between 1976 and 2003. These results provide evidence of substantial habit formation in aggregate consumption. We then estimate a long-run cross-country model covering six aggregate commodity groups between 1975 and 2003. The analysis shows that Ireland's demand parameters remain more similar to those of Greece than to higher-income OECD countries in the sample. Although Ireland has overtaken most other OECD countries in per capita income, it is still converging to a higher-income consumption pattern. We foresee further convergence of Irish expenditure patterns towards a pattern typical of high-income countries.
Convergence of Consumption Patterns During Macroeconomic
Transition: A Model of Demand In Ireland and the OECD ' (O'Hagan, 2005:110) .
Most studies of the 'Celtic Tiger' have focussed on production-side factors, such as fiscal policy, inward investment, the labour market or the economics of migration. However, Ireland's transition process has been accompanied by substantial shifts in consumption behaviour that have received less attention. The primary purpose of this analysis is therefore to observe the effects of rapid economic growth on Irish consumption patterns and the evolution of these patterns compared to other OECD countries. How has the rapid income growth affected Irish consumption patterns? Are Irish consumption habits similar to any other OECD countries? Have Irish patterns of consumption converged "fully", or can further catch-up be expected? Is there scope for further significant changes as the country's relative income level continues to rise? The three authors of this study grew up outside of Ireland, in countries where wealth has a long history and where rapid changes in aggregate consumption patterns are unusual. This paper tests the hypothesis that the Irish have a low-income consumption pattern despite having a lot of money.
There have been few estimates of demand systems using Irish data, and they tend to look at a specific sector and not the economy as a whole. Eakins and Gallagher (2003) look at expenditure on three types of alcoholic beverages, namely beer, spirits and wine in Ireland and concentrate on the differences between the long run and short-run elasticity estimates. Conniffe and Scott (1990) examine the price and income elasticities for energy products, in particular gas, electricity, coal, peat, oil and LPG. They find that the GDP elasticities for the various types of fuel, which they show to be quite similar to the associated income elasticities, range from 0.2 to 0.58 while the own-price elasticity for aggregate energy was found to be -0.21. Madden (1996) looks at the effect of tax reform recommendations on consumer demand. He uses disaggregated data and applies four AIDS model specifications to Irish National Income and Expenditure data between 1958 and 1988. The categories examined are very similar to the ones used in this study and are categorised as follows: food, alcohol, tobacco, clothing and footwear, fuel and power, petrol, transport and equipment, durables, and other goods and services. The author's aim, however, is not to examine the income and price elasticities of these categories of goods but to look at their responsiveness to changes in taxes.
International studies of demand systems are more plentiful, although none has specifically looked at consumption patterns in a transition setting. Due to the availability of detailed data on alcohol consumption, AIDS applications on this commodity are popular. In addition to the application to Ireland mentioned above, Huang (2003) looks at the long-run and short-run demand for alcohol in the UK, Chang and Bettington (2001) analyse the demand for wine in Australia and Johnson et al. (1992) focus on the consumption of alcoholic beverages in Canada. Ogura (2004a Ogura ( , 2004b looks at the structural change in Japanese consumption between 1980 and 2000 for five categories of goods, food, housing, clothing, fuel-electricity and miscellaneous. The author examines own-price and income elasticities and confirms that the housing, clothing and miscellaneous categories are luxury goods compared to food and fuelelectricity, which are necessities. Tridimas (2000) examines the pattern of consumer demand in Greece between 1958 and 1994. He focuses on four categories of nondurable consumption expenditure and finds positive own-price elasticities for all categories. The focus of his paper is not however on the estimation of elasticities but how well AIDS fits compared to other models. Blanciforti et al. (1986) use a dynamic specification incorporating habit effects to analyse the behaviour of consumers in the United States between 1948 and 1978. They first look at general consumption covering 11 aggregate commodities and then focus on four food groups. Finally, Brenton (1997) applies an AIDS model to the demand for energy but adopts a two-step approach, by first examining the economy as a whole (11 consumption categories) and then looking specifically at the energy sector. This model is applied to cross-country data for 60 countries but only examines consumption in 1980. He finds that there are significant differences in the own-price elasticities for energy across countries and that these tend to be higher in lower income countries than in higher income countries.
We start with a descriptive analysis of output and consumption during the Irish catching-up period. Simple 'distance' measures of similarity between consumption patterns suggest that, between 1995 and 2004, Irish consumption moved from a pattern similar to that of other relatively low-income European countries like Portugal and Greece to one similar to high-income countries such as Canada.
To better understand how changing incomes and prices influenced consumption patterns, we estimate Almost Ideal Demand System (AIDS) models. Our first model focuses on Ireland with as much sectoral disaggregation as the data allow: nine categories of commodities between 1976 and 2003. Our main objective in this section is to obtain a consistent set of income 1 and own-price elasticities for these classes of expenditure, on both a long-run and short-run basis. Our findings have wider policy relevance. For example, the continued relative increase in transport and recreation expenditures may have implications for environmental, fiscal and transport policy.
The scope for modelling consumption on a cross-country basis is constrained by data limitations. Nevertheless, we are able to estimate a long-run cross-country model covering 6 aggregate commodity groups between 1975 and 2003. The analysis shows that not only have Irish consumption levels converged with those of other OECD countries but so have expenditure patterns, i.e. the budget shares allocated to commodity groups. However, convergence in consumption patterns is still ongoing and Ireland has yet to completely reach the patterns of high-income OECD countries.
The remainder of this paper is as follows. Section 2 outlines the dataset and sources used in the study as well as some data issues. Section 3 provides a descriptive analysis of the changes occurring during the Irish catch-up period. Section 4 presents the methodology used in the estimation of the AIDS models and the related elasticities. Section 5 presents the results of the static and dynamic AIDS models for Ireland. The results of the cross-country analysis are presented in section 6. Finally, section 7 provides a discussion and conclusions.
Data and Sources
The data used in this study originate from two separate data sources. The Ireland-only model is based on data from the National Income and Expenditure reports published by the Central Statistics Office (2006) . This dataset consists of annual expenditures for nine consumption categories between 1976 and 2003 as well as total final consumption expenditure per capita over the same period. For the cross-country model, OECD National Accounts data were used (2004) . The OECD National Accounts contain annual data on personal expenditure on various categories of goods and services for 30 countries between 1975 and 2003. However, there are many gaps in these data. A full dataset (i.e. with data for all goods over the period) is available for only seven countries: Australia, Austria, France, Greece, Italy, the United Kingdom and the United States.
The data for Ireland reported in the OECD accounts only covered the period 1995 to 2003. This was not a long enough time span to include Irish OECD figures in the AIDS analysis discussed below. To extend the series, we used Irish Central Statistics Office figures from 1975 to 1994. In order to combine the datasets, it was necessary to establish that the consumption categories of the CSO and the OECD are consistent.
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The final cross-country analysis covers six expenditure categories, which are combinations of the nine categories used in the Irish analysis. These are presented in Table 1 below. There was one discrepancy between the OECD and CSO categories. The sub-category "Alcoholic beverages (total incl. Pubs)" was included in the "Food, beverages and tobacco" category by the CSO and under the "Recreation, entertainment and education" category (which includes restaurants and catering) by the OECD. This sub-category was moved in order to obtain matching datasets.
The income proxy used was final consumption expenditure, which was also taken from the OECD National Accounts. All prices were logged and included in the regression and for the dynamic version of the Ireland-only analysis all variables were differenced. Summary statistics for all variables are given in Table 6 and Table 12 in the Appendices. The Irish regression consists of eight equations and the cross-country regression consists of five; in order to satisfy the adding-up restrictions, Outside Expenditure and Clothing were dropped in the Ireland-only and cross-country models respectively.
Descriptive Analysis
We compute the distance between the consumption pattern in Ireland and other countries. Distance is here defined as the sum of the squared differences between a country's expenditure share and Ireland's for each category. Data were taken from the OECD National Accounts (2007) for 27 countries. See Figure 1 for 1995. The countries closest to the origin are closer to Ireland with regards expenditure shares and the further we move to the right the less similar to Ireland the countries become. It is apparent from this figure that at the start of the Celtic Tiger boom years, Ireland's economy was similar to that of Spain, Portugal and Greece and quite different from the economies of Sweden, Luxembourg and Switzerland.
[Insert Figure 1 about here] [Insert Figure 2 about here] Figure 3 shows the distance in expenditure patterns from Ireland for 28 OECD countries plotted against the ratio of each country's per capita Gross National Income (GNI) to Ireland's, comparing 1995 (the base of each arrow) to 2003 (the point of each arrow). Most arrows in this chart point right-to-left, because Ireland's GNI grew faster in this period than that of any country in the sample apart from Poland. The area above 1 on the X-axis includes observations where the relevant country had higher income than Ireland in a given period. As expected, most arrows in this zone point downward, representing convergence in consumption patterns as Ireland's relative income grew. Iceland and Norway are the two exceptions. Arrows in the zone below 1 on the X-axis are generally rising; these are observations where Ireland's income exceeded that of the relevant country, and expenditure patterns were diverging.
[Insert Figure 3 about here]
The data behind this illustration suggest that although Ireland has overtaken many countries in terms of per capita income and Irish consumption patterns have moved towards those of richer countries, consumption patterns are still converging. In particular, for most countries that have crossed Ireland's income parity line, the distance measure has continued to fall. The existence of a lag between increased income and changes in consumption patterns suggests that habituation may be an important influence on consumption at national level.
In order to quantify the determinants of Ireland's consumption patterns during macroeconomic convergence, we employ econometric demand models. The next section of this paper sets out the methodology we use to do this, and our results are discussed in Section 5.
Methodology
The Almost Ideal Demand System (AIDS) was introduced by Deaton and Muellbauer (1980) . It builds on a basic model of demand for a good depending on expenditure or income by including the effects of that good's price and the prices of other goods. It has since been applied to a variety of sectors and commodities ranging from alcoholic beverages, durable and non-durable goods, food, to tourism (Eakins and Gallagher (2003); Conrad and Schröder (1991); Yu et al. (2004) and Li et al. (2004) ). The advantages of AIDS over other types of demand systems is that the functional form used is flexible, is easy to estimate and the restrictions imposed by the system can be tested (Poi, 2002) . The commodities analysed using AIDS tend to be close substitutes so that the interdependence of budget allocations to different goods can be highlighted. In this study, the consumption of a wide range of goods is examined (encompassing most of an individual's expenditure) none of which are a priori considered to be substitutes. Nonetheless, they compete for the same budget, and changes in that budget and in relative prices do induce changes in the consumption pattern.
The AIDS model is defined as follows. It is assumed that the share of consumption of good i depends on:
where S it is the consumption share of good i at time t, p jt is the price of goods j to N at time t, x t is final consumption expenditure (or budget) and ε it is a disequilibrium or error term. P t is normally approximated using a Stone price index, which takes the form (2) et al. (2004) recommend using the Stone price index in this type of system, especially when the prices in the system are collinear. As this is a linear-log functional form, the coefficients from the regression cannot be directly interpreted. However, the coefficients from this estimation can be used to calculate the long-run price and expenditure elasticities. The expenditure elasticity for good i is:
This elasticity can vary widely depending on the type of good being examined and whether it is seen as a necessity or a luxury by consumers. The own-price elasticity of good i is then calculated in the following manner:
For most goods, own-price elasticities are expected to be negative. The next step in the analysis is to estimate the dynamic version of the model, which takes into account habit formation and persistence in consumption patterns. The dynamic version of the model builds on the static version by including a dynamic data generating process, which is estimated using the disequilibrium term from the static model. The lagged estimated residuals from the static model represent consumption's adjustment speed or the extent of consumers' habituation and are what differentiates the two models. Hence the dynamic AIDS takes the following form:
where Δ is the first difference operator and μ it-1 are the lagged estimated residuals from the static model. The elasticities associated with this model are calculated using the same formulae as above but as they are derived from the dynamic model they are shortrun rather than long-run elasticities.
When estimating the AIDS model, there are three restrictions that must be taken into account. Indeed, the theory behind the model is based on the principle of utility maximisation under a budget constraint. This implies cross-equation adding-up Available data, which we discuss in the next section, allows us to estimate two AIDS models. First, we estimate an Ireland-only model using both static and error-correction AIDS specifications. This model provides demand parameters on a relatively disaggregated set of sectors, and it allows us to explore the dynamics of demand adjustment. The second model is a static cross-country analysis. It covers fewer sectors, but it facilitates international comparisons.
Regression Results for the Ireland-only Model
In this section we report the results of the static and dynamic regression analyses conducted on Irish consumption data. In the interests of brevity, the regression results are included in the Appendix and only the income-and own-price elasticities are presented in this section. Table 2 below presents the long-run own-price and expenditure elasticities for Ireland in 1976 and 2003 as well as with the average budget share over those years. The long-run elasticities are derived from the static model using Equations 3 and 4 above. The expenditure elasticities calculated using the average shares over the period give us an idea of what goods Irish consumers are more likely to buy given an increase in their incomes. Clothing, Transport, Recreation, Household Equipment, Housing and Fuel all have expenditure elasticities that are bigger than one. These are commodities that consumers will be a lot more of if their incomes increase. In contrast, the increase in spending on goods such as Food or Miscellaneous will be smaller.
Long-run analysis
The change in the expenditure elasticity between 1976 and 2003 indicates how sensitivity to income increases has changed. The first striking result is the change in the expenditure elasticity for Food. In 1976, if total Irish consumer expenditure increased by 1%, the value of food purchased would rise by 0.58%. However, by the end of the period this increase in total expenditure led to a rise of only 0.29 in food spending.
Other goods, such as the Clothing, Fuel, Household Equipment, and Miscellaneous categories were taking up significantly larger shares of consumer expenditure by the end of the period.
The expenditure elasticities thus show that as Irish incomes have increased, consumption choices have also evolved. The proportion of income spent on certain goods such as Food (which is considered an essential consumption good) has peaked and will be unlikely to increase in the coming years. In contrast, having now reached a threshold level of income, Irish consumers are now able to spend on less essential goods such as Household Equipment. As incomes continue to rise so will the share of spending on these goods.
Nearly all of the own-price elasticities are negative, as expected (see Table 3 below). The demand for Food has become slightly more price-elastic over the last 30 years, approaching unit elasticity by the end of the period. Housing has also become more price-elastic, perhaps reflecting the substantial increase in this category's share in most household budgets over the period. Household Equipment and Fuel are relatively inelastic. The Miscellaneous category appears to have a positive own-price elasticity in 1976, but due to the fact that so many different goods and services are included in this category, it is not easily interpretable. Finally, the big change observable between 1976 and 2003 is on expenditure outside the State. Indeed, in the 1970s, this commodity was very elastic, should its price go up by 1%, demand for the good would fall by 2.6%. This relationship is not as extreme now (-1.7), perhaps because goods such as foreign holidays are seen as less of luxury and more of a necessity. The regression results in the Appendices indicate whether goods are substitutes (positive coefficients) or complements (negative coefficients). Household Equipment and Housing have negative coefficients in their alternate regressions indicating that they are complements. On the other hand, Recreation is a substitute for Clothing and Household Equipment, indicating that at times when the relative price of recreation increases, people will be more likely to switch to spending on these goods.
These results indicate that Irish consumers have indeed oriented their consumption towards luxury goods. Not only are they less sensitive to price changes in these goods but they are also allocating a greater share of their budget to them. However, the fact that luxury items are substitutes for each other indicates that there is still room for change in Irish consumption patterns. As Irish consumers adjust to their newfound wealth their consumption of luxury goods might be expected to stabilise, giving some of this expenditure 'necessity' characteristics.
Short-run analysis
The short-run elasticities are derived from the coefficients from the dynamic model and Equations 3 and 4 in Section 3. The detailed tables with these elasticities are presented in the Appendices. For this model, all commodity groups show statistically significant (1% level) positive coefficients on the error correction term. This λ captures the speed of adjustment towards the long-run equilibrium. If this coefficient is large or close to one in absolute value, which is not the case with any of the equations in this analysis, then there is rapid adjustment. In our case, the coefficients range between 0.08 and 0.12. These small coefficients indicate that a disturbance to the system takes time to pass through; there is a slow adjustment back to the long run equilibrium. For instance, the error correction term coefficient for Housing is 0.11. This implies that 11% of the disturbance to the long-run equilibrium in the previous period is corrected or adjusted back to the long-run equilibrium in this period. The half-life of a disturbance is 7 years, that is, 50% of a shock is still present after 7 years, and 25% after 14 years. While the speed of adjustment for this commodity is quite slow, it is still faster than those estimated for most commodities in our model. Regardless of the commodity examined, return to the long run equilibrium will always take time as the coefficients are all smaller than 0.15, which corresponds to a half-life of 5 years. This is an indication of habit persistence in Irish consumption.
The short-run expenditure elasticities using 2003 shares are smaller than the long-run elasticities for all commodity groups except Clothing, Transport and Miscellaneous. It is clear from these results that Irish consumption has evolved significantly since the 1970s. But are these changes in line with income growth? By comparing the evolution of Irish consumption to that of other OECD countries over the same period we shed light on the reasons behind any changes and clarify whether Irish consumption is converging or diverging from that of its neighbours.
Regression Results for OECD Cross-country Analysis
This section presents the results of the cross-country analysis. Detailed results are available in Appendix 2. The estimated regressions are based on Equation 1 in Section 3. The explanatory power of the system is encouraging, with many price and expenditure coefficients significant at the 5% level. For Ireland, 28 out of 40 variables are significant at the 5% level. As expected, we find that most own-price elasticities are negative and elasticities with respect to total expenditure tend to fall between zero and two.
Expenditure
These results help explain the process of demand convergence we have outlined earlier.
To see how, we start with the effects of total expenditure on demand. Figure 4 illustrates relative income changes between Ireland, Austria, Australia and Greece over the period. Although incomes have been rising between 1995 and 2005 in all countries in this chart, Irish final consumption expenditure has risen much faster than elsewhere. Changes in income affect consumption levels of different goods at varying rates. Over time, this leads to a change in the pattern of consumption. As shares of goods in total consumption change, this may in turn affect the sensitivity of goods to subsequent changes in income. We outline the chain of causation below.
[Insert Figure 4 about here] First, the direct income effect is an increase in expenditure levels on the different commodities. For example, it is evident from the high expenditure elasticity of 1.08 (evaluated using average shares) that expenditure on Transport in Ireland increased substantially over the sample period. In Greece, with an expenditure elasticity on Transport of only 0.45, transport expenditures grew far less. The Housing figure for both countries is close to one: growth in expenditure on this commodity broadly followed national growth rates.
Income-driven increases and decreases in particular categories imply changes in the pattern of consumption. Increased income has had the effect of changing consumers' relative preferences for goods. For example, in Ireland income effects have favoured expenditures on Transport, Housing and Miscellaneous, at the expense of Food and Clothing.
The AIDS framework assumes a non-linear relationship between expenditure shares and elasticities for each good. This implies that categories with shares that change over time will also experience changes to the relevant elasticities. Comparing expenditure elasticities evaluated at 2004 shares to those using average shares over the sample period, we find that changes due to this effect were limited. The elasticity on Food fell in most countries, as did the one for Clothing in some cases (although it rises in others).
Overall, the expenditure elasticities for Ireland look most similar to those of Greece, both when evaluated at average and 2004 shares. This impression is confirmed by applying the simple "distance" measure discussed in Section 2 above to the elasticities evaluated at 2004 shares (see Figure 5 below). The relationship between incremental income and expenditure in Ireland remains closer to a "low-income" pattern than a "high-income" one.
[Insert Figure 5 about here]
Expenditure elasticities differ widely between countries. With regards to Food, Australian and French consumers are the most responsive to changes in income and UK and US consumers are the least responsive. In all the countries, Food has the lowest or second lowest elasticity among the commodities. Increased income will have a very small effect on expenditure on Clothing in the Austria and Australia, but a high impact in the US and Italy. Housing tends to have an elasticity of at least 1, except in the UK (0.69), whereas for Recreation Italy is relatively low and Greece relatively high. In contrast, the elasticity of Transport expenditure in Greece (0.45) is by far the lowest in the sample. For goods generally considered to be necessities, such as Food and Housing, the average expenditure elasticities for Ireland are very similar to those of Greece. However, when looking at items such as Recreation and Miscellaneous (which includes some travel expenses) Irish consumption resembles that of Italy.
Prices
We now turn to the effects of changing prices on expenditure patterns. In order to compare the change in the elasticities across countries, we first examine how prices have evolved in each of these countries. Overall prices as measured by a consumer expenditure deflator grew fastest in Greece, Italy and Ireland during this period. In the case of Transport, Ireland has an expenditure elasticity greater than 1, but demand is relatively price inelastic. This pattern is broadly similar to those for the UK and the US. The relative increase in Transport expenditures in Ireland can be almost entirely attributed to rising incomes.
The price of Housing (which includes household durables) has also been falling and Ireland has a middling level of sensitivity to changes in these prices akin to the position in France, Greece and the UK.
The price elasticity results are less readily classified across country income groups than the expenditure elasticities are. However, as with the expenditure elasticities discussed above, the overall pattern of category own-price elasticities for Ireland (evaluated at 2004 expenditure shares) appear to be more similar to those for Greece than for any other country in the sample. See Figure 6 below for an illustration of this. We shall see in the next sub-section that differences in price elasticities do not contribute greatly to cross-country variations in expenditure patterns. Nevertheless, the finding that Greece is the closest comparator for Ireland's pattern of price responsiveness reinforces the impression that Ireland possesses consumption preferences more similar to those of relatively low-income countries than to high-income ones.
[Insert Figure 6 about here]
Relative importance of price and total expenditure elasticity effects in determining consumption patterns
The AIDS model estimated in this section allows us to predict how consumption patterns will react to changes in prices or income in each country analysed. We now look at how different consumption patterns would be in OECD countries if they were faced with Irish prices or enjoyed per capita total expenditures equal to those in Ireland. This provides an indication of the relative importance of price and total expenditure effects.
First we maintain each OECD country's per capita expenditure level but substitute Irish prices for the country's prices. Figure 7 shows the results based on the same distance ranking used in Section 2 (defined as the sum of the squared differences between a country's expenditure share and Ireland's for each category) with the base case being that country's own prices and income.
The effect of this change is relatively modest, particularly in the cases of consumption patterns for France and the US. The distance from Ireland's pattern increases for all countries when Irish prices are substituted for local ones.
[Insert Figure 7 about here]
Now we turn to the effect of per capita expenditures. Figure 8 repeats the base case scenario for each country, but this time adds one in which prices remain unchanged but the country has Irish levels of per capita expenditure. This change has the effect of increasing the consumption pattern significantly for all countries other than the UK (which falls). Figures 7 and 8 are on the same scale, and it is clear that total expenditure effects outweigh price effects in determining the similarity of consumption patterns between Ireland and the other countries in our sample.
[Insert Figure 8 about here]
-Discussion and conclusions
This study examined consumption in Ireland and seven other OECD countries in order to explore the effects of rapid economic growth on Irish consumption patterns and the evolution of these patterns compared to other OECD countries. We were particularly interested in discovering whether Irish consumption behaviour has converged to a "rich country" pattern in parallel with the country's rapid income growth. A second goal was to identify likely future trends in Irish consumption behaviour.
Our initial descriptive analysis, employing simple "distance" measures of consumption pattern similarity, suggests that Ireland moved from a pattern of consumption similar to that of relatively low-income OECD countries like Portugal and Greece to one more akin to higher-income countries like Canada and Australia during a period when Ireland enjoyed high relative growth (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) . We also note that consumption patterns seem to continue converging for some years after Ireland had reached income parity with a given country.
To investigate the factors behind this change and to evaluate how complete it is, we estimated a set of demand system models. Starting with static and dynamic AIDS models for Ireland alone, we obtained own-price and total expenditure elasticities for nine categories of consumption expenditure.
The Ireland-only results show that category-level expenditures adjust very slowly to external shocks. This is indicative of significant habituation in Irish consumption. In the long-term, we find Irish consumption of household durables and fuel to be priceinelastic, but food and expenditures outside the State are relatively price-elastic. Elasticity of demand with respect to total expenditure (our proxy for income) is well above 1 for household equipment, clothing, recreation and fuel; food and miscellaneous goods are below 1.
A cross-country AIDS model was estimated to identify the drivers of differences in consumption patterns in Ireland and seven other OECD countries. These results suggest that cross-country differences in consumption patterns arise from the total expenditure side (i.e. income effects) rather than the price side. That is, the failure of consumption patterns in Ireland to catch up with consumption patterns in countries that are now poorer is not because of differences in relative prices but because of habituation in consumer choice.
We also find that Ireland's demand parameters (both with respect to prices and total expenditures) remain similar to those of Greece, rather than some of the higher-income OECD countries in the sample. Taken together with our findings on slow adjustment of category expenditures, this suggests that Irish consumption is likely to continue to converge gradually towards a high-income pattern, even after income convergence is complete. In essence, as the rise in wealth and incomes has been very quick, consumers
have not yet adjusted their spending habits and there is still room for convergence in consumption patterns. Although the Irish no longer have low incomes, they still behave, to a certain extent, as if they have. 
